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Introduction
Headlines in 'The Economist ' (2008) and 'The Wall Street Journal' (2008) based on research by Myers & Ryu (2007) warned readers of a bust in United States house prices when the baby boomer generation (those born between 1946-1964) begin to sell their houses and move into retirement homes. Kennerley (2008) and Giles (2008) predict a New Zealand baby boomer housing bust will begin in 2010. Gaynor (2008) noted most western countries are likely to face a property cycle influenced by the large post-world war II cohort.
The Myers & Ryu (2007) argument for reductions in house prices is about demographics.
They point out the baby boomer generation represents a population bulge that isn't replicated in the younger (baby bust) generation who might be expected to live in the houses vacated by the baby boomers. Myers & Ryu (2007) analyse the rate at which different age groups buy and sell houses and conclude there is likely to be a cross over point in the near future when there are more older sellers than younger buyers, hence price reductions. Furthermore the generation who might be expected to purchase houses vacated by baby boomers may not be able to afford them.
Literature Review
A review of the literature does not appear to support the "generational house price bubble" predicted by Myers & Ryu (2007) . Earlier modelling work by economists Mankiw & Weil (1989) had predicted US housing demand would decrease when the baby bust generation entered the market in the 1990. They concluded (p.255) "housing prices will fall to levels lower than observed at any time in recent history." With the benefit of hindsight Krainer (2005, p27) noted just how wrong the Mankiw & Weil (1989) predictions turned out to be.
Instead of real house prices in the US falling by 3 percent per year from 1987 to 2007, "in fact real house prices grew by an average of 3½ percent per year from1987 to 2004".
Of course predicting what is going to happen in the future is always going to be difficult and Woodward (1991) observed the relationship between demographics and house prices is complicated by a number of other variables. These include the elasticity of supply of housing, transaction costs and housing market relative inefficiency. Engelhardt & Poterba (1991) used Canadian data from 1950 to 1989 to show the relationship between demographic change and house prices was statistically insignificant and in some cases negative. Reed (2000, p.8) concluded that in the Australian context "the advancing baby boom generation presented more questions than answers" and "it appears few are realistically expecting the possibility of a downturn". Hendershott & Weicher (2002, p.10) noted that "it is not too hard to forecast broad demographic changes, it is a little trickier to deduce their economic consequences".
They noted inflation, real interest rates, new mortgage products, real household income levels, taxation policies and energy prices all influence house prices.
The New Zealand Situation
This paper analyses New Zealand data (over the period 1979 to 2007). According to the US Census Bureau (2008) New Zealand has a similar demographic to the US in terms of the age structure of the population and fertility. It also has similar rates of home ownership. The following eight factors are advanced as reasons why a baby boomer housing bust is unlikely to happen in New Zealand in the foreseeable future. There does not appear to be any particular cause for immediate concern on a national basis as the number of people in the 35-39 age group are the second largest of all age groups and greatly exceed those in the 60-64 age group. Certainly, numbers in the 20-34 age group are of concern if the assumption is made that only younger people are likely to purchase the houses vacated by the baby boomer generation. However such an assumption does not reflect the way the housing market operates. is such a volatile statistic and in some years has exceeded the natural rate of population increase. Figure 2 shows New Zealand net migration data over the period 1979 . Coleman & Landon-Lane (2007 show net migration is highly correlated to changes in house prices over time. They found a sudden increase in annual net migration, equating to 1% of the total population, which resulted in an 8-12% change in house prices after one year and a slightly larger effect after three years. The volatility of net migration is driven by government policy settings and the economic conditions in New Zealand compared with other countries.
1: Demographics
For example, inward migration can be controlled by tightening or relaxing English language test scores, threshold job skills, or financial criteria. 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 On the other hand, outward migration is much less subject to government influence and is dominated by greater job opportunities and higher wages rates in Australia and beyond. On balance, will people want to continue to migrate to New Zealand? The demographers at Statistics NZ (2007a) have produced a range of expected outcomes for the average rate of future net migration. These range from a low average of 5000 per year to a high average of 15000 per year with a mid point of 10000 per year. When living conditions in New Zealand are compared with those in some of the more crowded Asian and European countries, it seems very likely future net migration will remain positive.
From a political perspective, positive net migration helps to ensure the economy keeps growing and helps to take care of the developing shortage of skills across a wide range of disciplines. In addition new migrants typically bring new capital into the country. 
Occupancy Rates

Housing Market Supply
While demographic projections provide a good picture of future housing demand the supply side of the housing equation is of equal importance in setting future prices. Woodward (1991, p.533) observed that housing supply is "fairly elastic" in the long run and changes "in demand should manifest themselves primarily in the stock of houses, and much less so in the price of housing". Thus the market reaction to a reduced demand for housing is simply to stop building so many new houses. Myers & Ryu (2007) acknowledge the ability of the US housing construction industry to scale back production, but note firms strive to stay in business so they can retain key staff. They argue the market is likely to be swamped by baby boomers selling their houses. The flaw in this analysis relates to the inability of firms in the construction industry to survive for very long by selling new houses at a loss. Overall, the second hand housing market has much more flexibility in adjusting prices to meet the market compared to the housing construction industry. This is because most genuine home sellers Clearly there is a strong linkage between the new and second hand housing market. While the current downturn in consents is not good news for many builders and developers it is not as bad as might be expected due to the other non residential opportunities in a tight labour market. For example, in previous downturns there has been an exodus of New Zealand builders to Australia. In addition there is a back log of large infrastructure projects in New Zealand. 
Sales Vols Consents
Of course building consent data leads building completions and housing supply cannot react instantly to reduced demand as once a new building is started the developer is usually contracted to complete it. Conversely, if demand increases due to new migration policies developers may take up to a year to respond due to delays in obtaining council approvals, the construction period and shortages of material and labour.
Thus housing supply is influenced by the number of second hand house on the market as well as new housing supply. Typically in a downturn and period of uncertainty a proportion of sellers take their properties off the market and wait for conditions to improve. For example, The relationship between the replacement cost of the house and its market value is such that over the long run, replacement cost sets the upper price limit that buyers will pay for houses.
In the short run, if there are more sellers than buyers in the market the price of near new second hand housing will be significantly below replacement cost. The main cost of new housing is labour. This is because labour is an important component of every aspect of the pre-construction supply chain as it is for the actual on-site construction costs. While wage rates may stay the same for periods of time they seldom reduce. At this point developers of new housing units will be faced with declining profitability and will need to either cut back on production, or exit the New Zealand market.
The New Zealand building consent and home sales data confirms Woodward's (1991) contention about the "fairly elastic" nature of housing supply in response to changes in demand. The Department of Prime Minister and Cabinet (2008) reported an historical annual average of around 20,000 new dwellings and a current stock of 1.651 million dwellings. This showed annual additions to the housing stock at less than 2% of total housing stock.
However, the important point here is house prices at the margin are driven by the supply and demand considerations relating to houses actually on the market and not by total housing stock considerations.
Banks have the ability to restructure home loans so that repayment pressure is eased. Lenders can also exert a certain amount of control over developers and builders who rely on borrowed funds to implement their projects. The usual effect of this control is to slow down the construction of "speculative" new houses, apartments and land subdivision by requiring higher equity to loan ratios and a higher percentage of pre sales. According to Hoyt (1933) there is a so called "filtering process" operating in housing markets.
Investor Buyers and the Filtering Process
This means that when houses owned by the affluent are located in the older part of cities they eventually become unfashionable and are vacated by the wealthy. These houses tend to be purchased by middle income families before finally filtering down again to less affluent buyers, as the neighbourhood becomes run down. At this stage investor buyers may also be active in this market and divide a large house into two or more rental flats. The filtering process means that because the baby boomers are at a stage of life where they have accumulated wealth they are more likely to live in relatively expensive houses. The Retirement Commissioners (2001) research showed the net worth for New Zealand couples peaked at age 55-59 and the largest single asset was the family home.
Retirement In Place
Changes in the overall health and well being of the baby boomer generation means that retirement at age 65 is no longer compulsory. Indeed, the legislation in New Zealand precludes discrimination on the basis of age. In practice, if people are still in good health then a significant number are likely to continue in some type of employment (paid or volunteer)
well beyond age 65. Most of these people will retain a family home, some of them may downsize into a home unit, townhouse or apartment. Usually this will be in the localities where they have long term contacts and family connections. Davey et al (2004) 
Legislation
The Ministry of Environment (2004) 
Real Incomes Rising
Bollard & Jones (2007) noted a decline in the real prices of many consumer items over the last few years due to the low wage structure and manufacturing prowess in China. Chinese manufacturing expertise is being replicated in India by excellence in computer software products. This, coupled with the boom in soft commodity prices (particularly milk products) has helped to increase the wealth of New Zealanders. Consequently some of this wealth will flow through to the 'baby bust' generation in the form of higher wages and salaries and make housing more affordable for them.
Intergenerational Transfers
The Myers & Ryu (2007) argument that significant numbers of potential first home buyers from the baby bust generation will not be able to afford to purchase the homes vacated by the baby boomers has some logic. 
Regional Winners and Losers
This paper has argued that the eight reasons discussed in the previous section make it unlikely there will be a national baby boomer housing bust. The eight reasons were: Part of the explanation for this result, which is shown in Table 2 , is most likely related to the nationwide property boom which first occurred in the cities and then spread to the towns and rural areas. Also as a consequence of the recent boom in "soft commodity" (food) prices, New
Zealand has seen very substantial rural investment aimed at increasing agricultural and horticultural production. The growth in the dairy industry in recent years is the most notable example with the off farm infrastructure and contract work force typically based in the rural towns. Regional economic activity covers the full range and is largely independent of the baby boomers.
Changing Housing Preferences
There may also be a change in housing preferences over time. Currently the trend in New
Zealand is for stand alone single family houses to become larger and more elaborate over trend. These include the higher energy and maintenance costs associated with large houses, smaller families, the need to constrain urban sprawl, time wasted in commuting from the fringe of cities, buyers affordability considerations and a possible social stigma towards people perceived to be over using scarce resources.
Summary and Conclusions
The relationship between demographics and house prices is complex. Attempts by economists to model this process do not appear to have taken sufficient account of population growth and the elasticity of housing supply volumes, particularly new construction. While new housing is a small part of the total housing stock on average, over the period 1995-2007, it comprised 27 percent of the annual houses transacted. The data used in Figure 3 shows the number of new dwellings built annually can vary by as much as 50 percent over a period of 3 to 4 years. Existing home owners dominate the housing market activity and past evidence suggests they have the ability to restrict supply and hold prices up by simply sitting on the side lines during periods of cyclical market downturns. Since the withdrawal of baby boomers from the housing market will occur over the next 20 years there appears to be ample time for the housing market to adjust to any potential over supply situations.
Logically, if the total population is increasing at the rate of 1% per year then more than 42,000 additional people need to be housed each year and this will require around 16,000 new dwellings. Add to the equation decreasing occupancy rates, demolition of old houses and it seems there will continue to be a demand by the baby bust generation, property investors, and other people climbing the property ladder for the houses vacated by the baby boomers.
Admittedly the population projections rely on a long term average of 5,000 net migrants. It could be argued that 5,000 is likely to be conservative because of the crowded living conditions, air pollution and resource constraints in some European and South East Asian countries.
The price of second hand baby boomer housing is likely to be underpinned by the increasing cost of new houses, particularly the land component. Labour shortages are very likely to result in increasing wage rates for the baby bust generation.
The future outlook for baby boomer housing will vary across regions within New Zealand.
Those regions showing strong economic and job growth are likely to benefit. Most likely this will be in the Auckland and Bay of Plenty regions while the emptying out of the rural areas and country towns will continue. Exceptions to this generalisation will include localities such as the Queenstown and Southern Lakes region where there is a strong presence of overseas ownership and holiday homes. The intensification of rural land uses will continue will offer growth opportunities for some country towns offering rural servicing facilities.
